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KEY ECONOMIC INDICATORS 


All Values in Billiton U.S. $ 
Uniess Otherwise Indicated 
C D* —E** 
1973 1974 Cumulat. % Rate of 


1975 Change Growth % 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 248. 287. 
GNP at Constant (1970) Prices 206. 214. 
Per Capita GNP, Current Prices ($1,000) 4 5. 
Plant & Equip. Investment, Current Prices 38. 45. 
Indices: 

Indust. Prod. at Year End (1970=100) (3/75) 119 

Avg. Labor Productivity (Prev.Yr.=100) 105. 105. 
Avg. Industrial Wage (Prev. Yr.=100) (4/75) 115. 120. 
Labor Force (Millions), Yearly Averages 21. 21. 
Reg'd. Job Seekers at Year End (000s)(4/75) 422 


MONEY AND PRICES 


Money & Near Money Supply at Year End (2/75) 123. ‘ 322/ +6.7 
Year End Call Money Rate (MonthlyAvg.)(3/75) 11. j 9.16 3/ -- 

Indices: 

Retail Prices at Year End (1970=100) (4/75) 125. : $2 +12.7 


Wholesale Prices at Year End(1962=100)(3/75) 172. ’ 2 +2.9 
BALANCE OF PAYMENTS 


Gold and Exchange Reserves at Year End (4/75) 

Balance of Payments: Current & Long-Term 
Capital Accounts 

Balance of Trade, FOB-CIF (4/75) 

Exports, FOB (4/75) 

Exports to U.S., FOB (4/75) 

Imports, CIF (4/75) 

Imports from U.S., CIF (4/75) 

U.S. Share (%) of French Import Mkt. (8/74) 8. 

Book Value of U.S. Direct Investment, Yr.End 4. 
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MAIN IMPORTS FROM U.S. (1974-$ Million): Machinery & Mechanical Appliances (998); Electrical 
Machinery (346); Chemicats (400); Aircraft (272); Optical, Medical and Precision Instruments 
(218); Soybean Meal, Soybeans (390) 


Footnotes: *D = C over same period of preceding year. 
**E = Avg. growth rate for period indicated, measured on annual basis. 
l/ Embassy estimates for full year; 2/ French Government revalued reserve components on 


January 9, 1975 at the rate of F 4.3956 for $1, gold = $170.375 per ounce; 3/ As of month 
indicated. 


In order to assure comparability, franc figures for GNP, Investment and the Money Supply 
for all years have been converted into dollars at the current official parity of 4.60F 
per dollar. Figures in the balance of payments section have been converted from francs 
into dollars at the rates prevailing during the periods in question. 





SUMMA RY 


In the face of a sharp recession, the weight of French economic 
policy clearly rematns on the side of combatting inflation and improving 
the balance of international payments. The authorities have initiated 
several fiscal and loan programs designed to increase investment, as 
well as other measures, largely of a job training nature, in response 
to the claimant demands of rising unemployment. However, broad fiscal 
measures designed to stimulate demand and revive the economy have not 
been taken. 


Meanwhile, inflation has slowed down to an annual rate of about 
11 percent from 17 percent at this time a year ago. The French franc 
has appreciated against the field as the result of tight domestic 
credit, substantial foreign borrowings, and the re-emergence of a trade 
surplus. However, industrial production has declined to the level of 
the summer of 1972 and unemployment is expected to surpass the one-million 
mark following the summer vacation period. Moreover, in 1975 the 
real economic growth rate is unlikely to rise much above 2 percent, and 
the general mood of French businessmen remains pessimistic. 


Thus, the basic question is whether a program designed to achieve 
gradual improvement over the next half-year and a real upswing during 
"976 can be sustained in the face of growing and potentially serious 
economic, social and political pressures. 


For the remainder of 1975, American exports to France are expected 
ts follow general trends in the French economy -- continuation at least 
at present levels until year end with the possibility of a gradual expansion 
in the fourth quarter. A promising market continues for a number of 
American products, however. Consumer items such as textile products, 
toys, and leisure-time equipment and household wares should find ready 
buyers. Fluid power equipment is a bright area among heavy industrial 
goods. Demand for electronic data processing and telecommunications 
equipment remains firm. 





CURRENT ECONOMIC SITUATION AND TRENDS 


"Policy Hasn't Changed; the Economic Situation Has." 


Despite the economic downturn which began in the final quarter of 
1974, French government economic policy remains primarily directed at 
combatting inflation and improving France's international balance of 
payments. 


Credit restrictions remain in force, but have been offset somewhat 
by governmental credits and fiscal incentives to investment. Even if 
they drop again, French interest rates are likely to remain the highest 
in Europe, given reductions which have already taken place elsewhere. 

The long-expected “anti-inflationary levy," with most of its teeth 
pulled, has recently been put into place with the hope it will help 
discourage wage increases. Finally, the decision to rejoin the joint 
float of European currencies ("the snake") strongly suggests continuation 
of present economic policies of relative restraint. Indeed, Finance 


Minister Fourcade maintains that his number-one concern is price 
inflation. 


Meanwhile, the French economy has changed substantially. The 
rate of real economic growth turned down sharply in the last quarter 
of 1974, and ended the year at 3.8 percent, considerably less than 


expected. Official estimates for 1975 have been revised downward 

from 4.2 percent last October to “somewhere between 2 and 3 percent," 
with every expectation that the lower figure will prove more accurate. 
Industrial production figures have declined dramatically since Septem- 
ber of 1974, and now stand at summer 1972 levels. 


Unemployment has risen sharply in response to the decline in 
economic activity. By April of 1975, the estimated figure was 4.1 per- 
cent, corresponding to 797,000 registered job seekers. The French economy 
has come to depend on relatively high growth rates to absorb new entrants 
into a rapidly growing labor force. This summer and fall, about half 
a million young people will hit the labor market, and unemployment is 
expected to reach one-million this year. According to estimates by 
labor unions this level has been attained already. A wide range of 
business and labor groups, as well as the opposition, have called for 
broad measures to stimulate the economy. These pressures can be 
expected to continue. 


The Fruits of Persistence 


What fruits have government policies borne? In 1974, the retail 
price index increased by 15 percent, after averaging an annual rate 
of 17 percent earlier in the year. For the first quarter of 1975, prices 
rose at an annual rate of about 11 percent, meeting the objective set 
for 1974, but still substantially above the 6 percent goal set for 
mid-1975. With unemployment rising, union demands have also softened. 
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Wages, which were increastng at a rate of over 23 percent in the first 
half of last year, slowed down to an annual rate of increase of only 
14 percent in the first quarter of 1975. 


The *mprovement in France's trade balance has been more dramatic. 
Although the trade deficit for all of 1974 was some 17 billion francs 
(FOB-FOB), the deftcit for November was only 200 million francs and 
since December there has been a cumulative trade surplus. However, 
this improvement {ts almost entirely due to a significant decline in 
imports (over 2 billion francs between October and March) rather than 
to an increase in French exports, which have remained virtually flat. 
Indeed, the government expects future monthly deficits, presumably 
when the economy revives. 


The current strength of the French franc partly reflects the 
substantial swing from deficit to surplus in the trade account. How- 
ever, capita! inflows directly related to tight domestic credit, high 
interest rates, and substantial long-term foreign borrowing no doubt 
have been the main causes of the steady appreciation of the French franc 
over the past six months. France has decided to rejoin the "snake" and 
to resume its obligation to keep the franc in line with other major 
Western European currencies. 


Restimulating the Economy: "Small Steps" That Are Getting Bigger 


Beginning in December, the government began to take measures to 
provide some stimulation to the economy, initially by according 
1.45 billion in subsidized loans to promote a reorganization of the hard- 
hit automotive industry. Peugeot wiil take control of Citroen's auto- 
mobile production, while Renault wi!’ absorb Berliet, Citroen's 
heavy-behicie division, herce unifying French truck production. In 
January, a sertes of measures were taken to assist the building industry. 
In his February fireside chat, the President announced 2.7 billion francs 
in direct subsidies to farmers, and an acceleration of scheduled increases 
in family allowances and old age pensions. On March 17, three further 
measures were announced to aid the housing industry, while 3 billion francs 
were added to the government's 4 billion franc investment loan program 
designed to encourage smal] and medium industries to increase their 
capacity and the proportion of their production devoted to exports. There 
would also be an early termination of the reduction in business deprecia- 
tion allowances put into effect last year. 


A month later, on Apri! 23, the President announced yet another 
sertes of measures, constderably more important, which provide for an 
injection of some 15.5 billion francs into the economy to stimulate 
productive investments. Tax breaks include a credit for 10 percent 
of the value of investment goods ordered from April 30 until the end 
of the year. Among direct aids to investment is a new credit of 4.2 bil- 
lion francs for the telephone system, more government loans to nationalized 
industry and to small and medium-sized businesses undergoing reconversion, 
and advance payment of European regional development fund allocations. A 
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5 billion franc domestic loan has been jaunched to provide subsidized 
credits to businesses to expand their productive facilittes. Conditions 
on loans to increase productive capacity for export were loosened some- 
what, and the interest-rate subsidized. The first payment due on the 
anti-inflationary levy was postponed, raising further doubts as to its 
effectiveness. 


The Finance Minister announced that the new measures were expected 
to stimulate some 20 billion francs in new orders for industrial equip- 
ment, but he admitted that the full effects of the program would not 
be felt unti? the end of the year. All the measures taken to date are 
not expected to create budgetary deficits in 1975 or 1976. 


Which Way Now? 


At the present time, France's economic policy is mortgaged to an 
assessment that the current recession will not worsen and that under- 
lying trends point toward gradual improvement. Thus, while inflation 
remains the number one prtority, the “smal] steps" to restimulate the 
economy have grown to jumps. Yet inflation has not been mastered, 
and the recession is stil] deep. The question, then, is where does 
the French economy go from here? 


For the third quarter, no strong revival can be expected. Business 
investment plans for the year have been largely cast, and the latest 
Bank of France survey shows little inclination among businessmen to 
change them because of the government's new policies. Earlier measures 
to stimutate the building industry have had no effect thus far. May 
business surveys continued to be pessimistic. Intermediate and capital 
goods have been the heaviest hit, but consumer goods industries have 
not exper‘enced the usual seasonal rise, while household savings 
continue to rise at near-record rates. 


Inventories apparently reached a peak during the second quarter 
of this year, and the French economy is undergoing an inventory adjust- 
ment. By fall this process should be completed, leading to some revival 
of orders. As this occurs, the investment incentive program may become 
more attractive to French manufacturers. Therefore, the closing three 
months of the year are likely to see a gradual upturn. This upturn 
is expected to set the stage for a real economic growth rate of about 
5 percent sometime during 1976. 


In assessing these prospects close attention should be paid to the 
rate of personal savings, presently at near-record high levels. Obviously, 
household consumption must rise substant‘ally in order to sustain the 
kind of economic growth envisioned for 1976, and this implies a slackening 
in the rate of persona! savings. 





If the official assessment of underlying trends in the economy proves to 
be too optimistic, the government will face much more difficult choices 
later this year. In such circumstances, the present policy mix might 
not be sustainable for political and social reasons. Yet stronger 
expansionary measures in the next six months would stoke inflationary 
fires that have yet to be brought under control. 


IMPLICATIONS POR THE UNITED STATES 


The developments reported above have also affected American 
exports to France. In dollar terms, French imports from the United 
States increased about 15 percent from the first four months of 1974 
to the first four months of this year -- a figure which represents 
about half the gain registered between similar periods in 1973 and 
1974. Allowing for U.S. price inflation, American exports to France 
probably registered little or no volume increase since a year ago. 
Since the decline in the French economy now appears to have bottomed 
out, prospects for American exporters in the immediate future should 
hold at approximately present levels. Thereafter, if indeed an upturn 
begins in the last quarter of this year as predicted, American suppliers 
are likew?se expected to obtain their share of an expanding market 


The following reviews the out!ook for three principal sectors of 
the French economy: 


Consumer Goods - While department and chain store sales 
figures reflect decreased consumer demand, there is still a promising 
market tn France for American consumer goods. With the devaluation 
of the dollar, prices of most U.S. consumer products are quite compet?- 
time. The recent in-store promotions held at eleven of France's 
largest department stores confirm the increasing French interest in 
U.S. goods, especially for women's lingerie, cotton and cotton/polyester 
fabrics, sports and leisure wear, bathroom linen and accessories. The 
market is also growing for sports and leisure equipment, where U.S 
items are considered to be of more ingenious design, of better quality 
and of more advanced technology. For toys and games, the market is 
excellent for traditional toys made of wood or high quality plastics, 
considered strong and safe for children. Also there is a continuing 
increase of sales of "Do-It-Yourself" tools and kits, including hobby 
and scientific kits. Finally, American housewares and appliances 
represent another category for which demand is increasing. To capital- 
ize on this potential, a "Houseware and Domestic Appliances" exhibition 
will be staged at the U.S. Trade Center in Paris, March 29-April 1, 
1976. 


Heavy Industry - Despite French government incentives to stimulate 
the economy, the heavy industrial sector remains in the doldrums. One 
of the few bright spots is in the area of fluid power equipment. U.S. 
exporters will be able to display their products at an exhibition on 





fluid power technology at the Paris Trade Center September 15-18 The 
French government is also continuing with its ambitious program to 
increase the country's electrical power generation capacity through a 
series of approximately 50 nuclear power plants to be started in the 
next 10 years. American suppliers can be expected to be called to 
provide considerable amounts of peripheral equipment in this project. 


High Technology - The data processing industry is bound to follow 
a high rate of expansion. Most dynamic sub-sectors will be micro and 
mini-computers, peripheral and terminal equipment as well as tele- 
processing. With regard to electronic components, this market wil] 
also follow a high rate ot growth especially in the field of sophisti- 
cated active components. Demand for telecommunications equipment 
will be strong thanks to heavy public investment in telephone systems. 
Electronic professional equipment will also enjoy a good expansion 
The above equipment will be featured in upcoming Trade Center Shows: 
Data Communications (October 20-23, 1975); and Electronic Components 
(December 8-12, 1975). 


%, 


py) @ 
‘b w 
"NNA un? 


7776 91° 








